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PECK ’ 20 Walnut Street, Suite 210

Wellesley Hills, MA 02481-2104
ASSOCIATES, P.C. . PHONE: (781) 235-7517
ERTIFIED PUBLIC ACCOUNTANT FAX: (781) 235-3147

INDEPENDENT AUDITOR’S REPORT

To the Board of Directors
Epsilon Management Services, Inc.
Wellesley, Massachusetts

We have audited the accompanying statements of financial condition of Epsilon Management Services, Inc.
as of December 31, 2001 and 2000, and the related statements of income and retained earnings, changes in
stockholder’s equity and changes in subordinated liabilities, and cash flows for the years then ended. These
financial statements are the responsibility of the Company’s management. Qur responsibility is to express
an opinion on these financial statements based on our audits.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audits to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes examining, on
a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audits provide a reasonable
basis for our opinion. :

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Epsilon Management Services, Inc. as of December 31, 2001 and 2000 and the results
of its operations and its cash flows for the years then ended in conformity with accounting principles
generally accepted in the United States of America.

Our audits were conducted for the purpose of forming an opinion on the basic financial statements taken as
a whole. The information contained in Schedules I and 11 are presented for purposes of additional analysis
and is not a required part of the basic financial statements, but is supplementary information required by
rule 17a-5 of the Securities and Exchange Commission. Such information has been subjected to the
auditing procedures as applies in the audit of the basic financial statements and, in our opinion, is fairly
stated in all material respects in relation to the basic financial statements taken as a whole.

R Cuacieds., P C-

February 20, 2002




EPSILON MANAGEMENT SERVICES, INC.
STATEMENTS OF FINANCIAL CONDITION
FOR THE YEARS ENDED DECEMBER 31, 2001 AND 2000

ASSETS
2001 2000
Current assets
Cash $ 10,607 $ 15,421
Commissions receivable 88,000 107,914
$ 98,607 $ 123,335

LIABILITIES AND STOCKHOLDER’S EQUITY

2001 2000
Current liabilities
Commissions payable $ 88,000 $ 107,914
Stockholder’s equity
Common stock, no par value,
Authorized 200,000 shares
Issued and outstanding 100 shares 10,000 10,000
Retained earnings ‘ 607 5,421
Total stockholder’s equity 10,607 15,421
$ 98,607 $ 123,335

The accompanying notes are an integral part of the financial statements.
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EPSILON MANAGEMENT SERVICES, INC.
STATEMENTS OF INCOME AND RETAINED EARNINGS
FOR THE YEARS ENDED DECEMBER 31, 2001 AND 2000

2001 2000

Commission and consulting income $ 1,236,088 $ 1,451,372
Operating expenses

Registered rep. compensation 1,241,192 1,447,218
Income (loss) from operations (5,104) 4,154
Other income

Interest income 290 339
Net income (loss) (4,814) 4,493

?“L. -

Retained earnings, beginning 5,421 928
Retained earnings, ending $ 607 $ 5,421

The accompanying notes are an integral part of the financial statements.
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EPSILON MANAGEMENT SERVICES, INC.
STATEMENTS OF CHANGES IN STOCKHOLDER’S EQUITY
AND SUBORDINATED LIABILITIES
FOR THE YEARS ENDED DECEMBER 31, 2001 AND 2000

2001 2000
Statement of changes in stockholder’s equity
Stockholder’s equity, beginning $ 15421 10,928
Net income (loss) (4,814) 4,493
Additions - -
Deductions - -
Stockholder’s equity, ending $ 10,607 15,421

Statement of changes in liabilities subordinated to claims
of general creditors

Subordinated liabilities, beginning b -
Increase -
Decrease -

Subordinated liabilities, ending $ -

The accompanying notes are an integral part of the financial statements.
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EPSILON MANAGEMENT SERVICES, INC.
STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31, 2001 AND 2000
INCREASE IN CASH AND EQUIVALENTS

2001 2000

Cash flows from operating activities
Net income (loss) $ 4.814) $ 4493
Adjustments to reconcile net income to net
cash provided by (used in) operating activities

(Increase) decrease in commissions receivable 19,914 15,914

Increase (decrease) in commissions payable (19,914) (15,914)
Net cash provided by (used in) operating activities (4,814) 4,493
Cash at beginning of year 15,421 10,928
Cash at end of year $ 10,607 $ 15421

The accompanying notes are an integral part of the financial statements.
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Note 1.

Note 2.

EPSILON MANAGEMENT SERVICES, INC.
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2001 AND 2000

Summary of significant accounting policies

Nature of business
Epsilon Management Services, Inc. (the Company) is a closely held Massachusetts Corporation
incorporated on May 28, 1992. The Company is a service organization primarily engaged in
providing advice and other services with respect to employee pension plans.

Concentration of credit risk

Financial instruments, which potentially subject the Company to concentrations of credit risk,
consist of temporary cash investments and commission receivables.

The Company invests its cash in deposits with a major bank. The Company has not experienced
any losses on its cash investments.

Concentrations of credit risk with respect to commission receivables are limited as the Company’s
principal customers consist of various mutual fund companies.

Use of estimates

The preparation of financial statements in conformity with generally accepted accounting principles
requires management to make estimates and assumptions that affect the reported amounts of assets
and liabilities and disclosure of contingent assets and liabilities at the date of the financial
statements and the reported amounts of revenues and expenses during the reporting period. Actual
results could differ from those estimates.

Commissions receivable

These amounts represent commissions from mutual funds based on assets under investment. These
amounts due were received during January, 2002 and January, 2001, respectively.

Income taxes

The Company has elected under the Internal Revenue Code to be taxed as an S Corporation, which
taxes sharcholders on their proportionate share of the Company’s taxable income. Therefore, no
provision for income taxes has been included in these financial statements.

Net capital requirements
Pursuant to the rules of the Securities and Exchange Commission, the Company was required to
maintain a minimum net capital of $5,000 for December 31, 2001 and 2000. At December 31, 2001

and 2000, net capital, computed in accordance with the rules of the Exchange amounted to $10,607
and $15,421 and net capital in excess of the minimum was $5,607 and $10,421, respectively.
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EPSILON MANAGEMENT SERVICES, INC.
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2001 AND 2000

Notes 3. Commitments and contingencies
Related party transactions
The Company has a contract with its sole sharcholder, a registered sales representative, which

requires it to pay substantially all commissions and consulting fees received by the Corporation to
the shareholder/registered representative.
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PECK ' 20 Walnut Street, Suite 210

ASSOCIATES P.C Wellesley Hills, MA 02481-2104

COUNTANTS PHONE: (781) 235-7517
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INDEPENDENT AUDITOR’S REPORT ON
SUPPLEMENTARY INFORMATION REQUIRED BY RULE 17a-5 OF THE
SECURITIES AND EXCHANGE COMMISSION

To the Board of Directors
Epsilon Management Services, Inc.
Wellesley, Massachusetts

We have audited the accompanying financial statements of Epsilon Management Services, Inc. as of and
for the years ended December 31, 2001 and 2000, and have issued our report thereon dated February 20,
2002. Our audit was conducted for the purpose of forming an opinion on the basic financial statements
taken as a whole.

The information contained in Schedules I and II is presented for purposes of additional analysis and is not a
required part of the basic financial statements, but is supplementary information required by rule 17a-5 of
the Securities and Exchange Commission. Such information has been subjected to the auditing procedures
applied in the audits of the basic financial statements and, in our opinion, is fairly stated in all material
respects in relation to the basic financial statements taken as a whole.

February 20, 2002




EPSILON MANAGEMENT SERVICES, INC.
COMPILATION OF NET CAPITAL
FOR THE YEARS ENDED DECEMBER 31, 2001 AND 2000

SCHEDULE I

2001 2000
Total stockholder’s equity $ 10,607 $ 15421
Less: non allowable assets - -
Net capital before haircuts on securities positions 10,607 15,421
Haircuts on securities - -
Net capital 10,607 15,421
Minimum dollar net capital requirement 5,000 5,000
Excess net capital $ 5,607 $ 10421
Aggregate indebtedness $ 88,000 $ 107914
Percentage of aggregate indebtedness to net capital 829.64% 699.79%

The accompanying notes are an integral part of the financial statements.
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FAX: (781) 235-3147

SCHEDULE 11

INDEPENDENT AUDITOR’S REPORT ON
INTERNAL ACCOUNTING CONTROL REQUIRED BY SEC RULE 172-5

To the Board of Directors
Epsilon Management Services, Inc.
Wellesley, Massachusetts

We have examined the financial statements of Epsilon Management Services, Inc. for the years ended
December 31, 2001 and 2000, and have issued our report thereon dated February 20, 2002.

As part of our examinations, we made a study and evaluation of the Company’s system of internal
accounting control (which includes the procedures for safeguarding securities) to the extent we considered
necessary to evaluate the system as required by generally accepted auditing standards. The purpose of our
study and evaluation, which included obtaining an understanding of the accounting system, was to
determine the nature, timing and extent of the auditing procedures necessary for expressing an opinion on
the financial statements.

We also made a study of the practices and procedures followed by the Company in making the periodic
computations of aggregate indebtedness and net capital under rule 17a-3 (a) (11) and the procedures for
determining compliance with the exemptive provisions of rule 15¢3-3. We did not review the practices and
procedures followed by the Company in making the quarterly securities examinations, counts, verification
and comparisons, and the recordation of differences required by rule 17a-13 of complying with the
requirements for prompt payment for securities under Section 8 of Regulation T of the Board of Governors
of the Federal Reserve System, because the Company does not carry security accounts for customers or
perform custodial functions relating to customer securities.

The management of the Company is responsible for establishing and maintaining a system of internal
accounting control and the practices and procedures referred to in the preceding paragraph. In fulfilling
this responsibility, estimates and judgments by management are required to assess the expected benefits and
related costs of control procedures and of the practices and procedures referred to in the preceding
paragraph and to assess whether those practices and procedures can be expected to achieve the
Commission’s above-mentioned objectives. The objectives of a system and the practices and procedures
are to provide management with reasonable, but not absolute, assurance that assets for which the Company
has responsibility are safeguarded against loss from unauthorized use or disposition, and that transactions
are executed in accordance with management’s authorization and recorded properly to permit the
preparation of financial statements in accordance with generally accepted accounting principles. Rule 17a-
5 (g) lists additional objectives of the practices and procedures listed in the preceding paragraph
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To the Board of Directors of
Epsilon Management Services, Inc.
Page 2

Because of inherent limitations in any internal accounting control procedures or the practices and
procedures referred to above, errors or irregularities may nevertheless occur and not be detected. Also,
projection of any evaluation of them to future periods is subject to the risk that they may become
inadequate because of changes in conditions or that the degree of compliance with them may deteriorate.

Our consideration of the internal control structure would not necessarily disclose all matters in the internal
control structure that might be material weaknesses under standards established by the American Institute
of Certified Public Accountants. A material weakness is a condition in which the design or operation of the
specific internal control structure elements does not reduce to a relatively low level the risk that errors or
irregularities in amounts that would be material in relation to the financial statements being audited may
occur and not be detected within a timely period by employees in the normal course of performing their
assigned functions. However, we noted no matters involving the internal control structure, including
procedures for safeguarding securities that we consider to be material weaknesses as defined above.

We understand that practices and procedures that accomplish the objectives referred to in the second
paragraph of this report are considered by the Commission to be adequate for its purposes in accordance
with the Securities Exchange Act of 1934 and related regulations, and that practices and procedures that do
not accomplish such objectives in all material respects indicate a material inadequacy for such purposes.
Based on this understanding and on our study, we believe that the Company’s practices and procedures
were adequate at December 31, 2001 and 2000, to meet the Commission’s objectives.

This report is intended solely for the use of management and the Securities and Exchange Commission and
should not be used for any other purpose. ‘

P s Guosensdos, P- <.

February 20, 2002
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